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March 18, 2005
Accompanying this letter is an exposure draft of a proposed Statement on Standards for
Accounting and Review Services (SSARS), Omnibus Statement on Standards for
Accounting and Review Services - 2005. A summary of the significant provisions of the
proposed SSARS follows this letter.
Comments or suggestions on any aspect of this exposure draft will be appreciated. To
facilitate the Accounting and Review Services Committee's (ARSC's) consideration of
responses, comments should refer to specific paragraphs by number and include
supporting reasons for each suggestion or comment.
Written comments will become part of the public record of the AICPA and will be
available for public inspection at the offices of the AICPA after July 8, 2005, for one year.
Comments should be sent via electronic mail to Michael Glynn at mglynn@aicpa.org and
received no later than June 10, 2005.

Sincerely,

Andrew M. Cohen
Chair
Accounting and Review Services Committee
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SUMMARY
The attached is an exposure draft of a proposed Statement on Standards for Accounting
and Review Services (SSARS) entitled Omnibus Statement on Standards for Accounting
and Review Services - 2005.
WHY ISSUED AND WHAT IT DOES
This proposed Statement will:
•

•

•

Amend SSARS No. 1, Compilation and Review of Financial Statements (AICPA,
Professional Standards, vol. 2, AR sec. 100), to require the accountant to
communicate any fraud that comes to his or her attention, even if the matter is
considered inconsequential
Amend SSARS No. 2, Reporting on Comparative Financial Statements (AICPA,
Professional Standards, vol. 2, AR sec. 200), to allow for the successor
accountant to compile or review a restatement adjustment when prior period
financial statements have been changed
Amend SSARS No. 1 to provide guidance regarding when an accountant should
consider obtaining an updating representation letter from management

EFFECTIVE DATE
The proposed Statement would be effective for compilations and reviews of financial
statements for periods ending on or after December 15, 2005. . Early application would
be permitted.
HOW IT AFFECTS EXISTING STATEMENTS
ACCOUNTING AND REVIEW SERVICES

ON STANDARDS

The proposed Statement would amend SSARS No. 1 and SSARS No. 2.
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FOR

PROPOSED STATEMENT ON STANDARDS FOR
ACCOUNTING AND REVIEW SERVICES
OMNIBUS STATEMENT ON STANDARDS FOR ACCOUNTING AND REVIEW
SERVICES - 2005

1.

Guidance in Statement on Standards for Accounting and Review Services
(SSARS) No. 1, Compilation and Review of Financial Statements (AICPA,
Professional Standards, vol. 2, AR sec. 100.05), states that the accountant should,
among other things, establish an understanding with the entity that provides that
the accountant will inform the appropriate level of management of any fraud or
illegal acts that come to his or her attention, unless they are clearly
inconsequential. This amendment will revise SSARS No. 1 to require the
accountant to report any fraud that comes to his or her attention even if the matter
is considered inconsequential. For purposes of this Statement, fraud is defined as
an intentional act that results in a misstatement in compiled or reviewed financial
statements and illegal acts are defined as violations of laws or government
regulations, excluding fraud. New language is shown in boldface italics; deleted
language is shown by strikethrough.
Understanding With the Entity
.05 The accountant should establish an understanding with the entity, preferably
in writing, regarding the services to be performed. However, if the engagement is
to compile financial statements not expected to be used by a third party, a written
communication is required. (See paragraphs .20 and .21.) The understanding
should include a description of the nature and limitations of the services to be
performed and a description of the report, if a report is to be issued. The
understanding should also provide (a) that the engagement cannot be relied upon
to disclose errors, fraud, or illegal acts and (b) that the accountant will inform the
appropriate level of management10 of any material errors, of any instances where
the accountant has found indications that fraud11 may exist, or any instances
where the accountant found indications that an illegal act12 may have
occurred. The accountant need not communicate suspected illegal acts that are
clearly inconsequential and may reach agreement in advance with the entity on
the nature of such items to be communicated, but the accountant must report
all instances where he or she has found indications that fraud may exist that
come to his or her attention.
that come to his or her attention and any fraud or illegal acts that come to his or
her attention, unless they are clearly inconsequential. Examples of engagement
letters are presented in Appendixes C, D, and E.
Communicating About Instances Where the Accountant Has Found
Indications That Fraud May Exist or an Illegal Act May Have Occurred to
Management and Others
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.06 Whenever the accountant has found indications that fraud may exist or an
illegal act may have occurred,13 that matter should be brought to the attention
of the appropriate level of management. The accountant need not
communicate suspected illegal acts that are clearly inconsequential and may
reach agreement in advance with the entity on the nature of such items to be
communicated. When the accountant has found indications that fraud may
exist or an illegal act may have occurred involving senior management, the
accountant should report the matter to an individual or group at a higher level
within the entity, such as the manager (owner) or the board of directors. When
the suspected fraud or suspected illegal act involves an owner of the business,
the accountant should consider resigning from the engagement.14 Additionally,
the accountant should consider consulting with his or her legal counsel and
insurance provider whenever fraud or an illegal act is suspected.
.07 Whenever, during the performance of a review engagement, the accountant
has found indications that fraud may exist or an illegal act may have occurred,
the accountant should perform additional inquiry and analytical procedures to
provide a reasonable basis for expressing limited assurance that, based upon
the review procedures performed, there are no material modifications that
should be made to the statements in order for them to be in conformity with
GAAP. In addition, the accountant should consider the impact of the matter on
the accountant's ability to perform inquiries and other review procedures such
as obtaining a management representation letter.
.08 The disclosure of a suspected fraud or a suspected illegal act to parties
other than the client's senior management ordinarily is not part of the
accountant's responsibility and ordinarily would be precluded by the
accountant's ethical or legal obligations of confidentiality. The accountant
should recognize, however, that in the following circumstances a duty to
disclose to parties outside of the entity may exist:
a. To comply with certain legal and regulatory requirements
b. To a successor accountant when the successor decides to communicate
with the predecessor accountant in accordance with SSARS No. 4,
Communication Between Predecessor and Successor Accountants (AICPA,
Professional Standards, vol. 2, AR sec. 400), as amended, regarding
acceptance of an engagement to compile or review the financial statements of a
nonpublic entity
c. In response to a subpoena
Because potential conflicts between the accountant's ethical and legal
obligations for confidentiality of client matters may be complex, the accountant
may wish to consult with legal counsel before discussing matters covered by
paragraph .06 with parties outside the client.
10

When a possible fraud or possible illegal act involves senior management, the accountant should
report the matter to an individual or group at a higher level within the entity, such as the manager
(owner) or the board of directors.
11
For purposes of this Statement, fraud is an intentional act that results in a misstatement in
compiled or reviewed financial statements.
12
For purposes of this Statement, illegal acts are violations of laws or government regulations,
excluding fraud.
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If the suspected fraud or suspected illegal act extends to prior period financial statements, see
Interpretation No. 4, "Discovery of Information After the Date of the Accountant's Report," of
SSARS No. 1 (AR sec. 9100.13-.15).
14
See Interpretation No. 6, "Withdrawal From Compilation or Review Engagement," of SSARS
No. 1 (AR sec. 9100.18 -. 22) for guidance on the circumstances under which the accountant
would ordinarily conclude that it is necessary to withdraw from a compilation or review
engagement.

Subsequent paragraphs and footnotes are to be renumbered.
2.

This amendment is effective for engagements entered into after December 15,
2005. Early application is permitted.

3.

Guidance in the section titled "Changed Prior-Period Financial Statements," in
SSARS No. 2, Reporting on Comparative Financial Statements (AICPA,
Professional Standards, vol. 2, AR sec. 200.25-.26), requires that either the
predecessor or successor accountant report on changed prior period financial
statements, as restated. The successor accountant is precluded from reporting on
the restatement adjustment. This amendment will revise SSARS No. 2 to allow
the successor accountant to report on the restatement adjustment. New language is
shown in boldface italics; deleted language is shown by strikethrough.
Changed Prior-Period Financial Statements
.25—When the financial statements of the prior period have been changed, either the
predecessor or the successor should report on them as restated. If the
predecessor accepts the reporting obligation, he should follow the guidance in
paragraphs .20 to .24. If the successor reports on the financial statements, he
should comply with the compilation or review standards in SSARS No. 1
[section 100] (or perform an audit) with respect to such restated prior period
financial statements and report on them accordingly. If a successor reports on
the restated financial statements, he should not refer in his report to the
predecessor's previously issued report.
.2625 When prior period financial statements have been changed, If the restatement
does not involve a change in accounting principles or their application (for
example, the correction of an error), the successor accountant may wish to
include an explanatory indicate in the introductory paragraph in of his or her
compilation or review report with respect to the restatement, but he should not
otherwise modify his standard report provided the financial statements
appropriately disclose such matters, that a predecessor accountant reported on
the financial statements of the prior period before restatement. However, the
successor accountant is not precluded from issuing a compilation or review
report on the financial statements for both years. Additionally, the
predecessor is not precluded from updating his or her compilation or review
report. The following is an example of a successor accountant's compilation
report when the predecessor accountant's report is not presented and the
successor accountant compiles the restatement adjustment(s):
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I (we) have compiled the accompanying balance sheet of XYZ Company as of
December 31, 20X2, and the related statements of income, retained earnings, and
cashflows for the year then ended in accordance with Statements on Standards for
Accounting and Review Services issued by the American Institute of Certified
Public Accountants. I (we) also compiled the adjustments) [described in Note X,
if applicable] that were applied to restate the 20X1 financial statements. The
financial statements of XYZ Company as of December 31, 20X1, before the
adjustments [described in Note X, if applicable]10 that were applied to restate the
20X1 financial statements, were compiled by other accountants whose report dated
March 31, 20X2, did not express an opinion or any other form of assurance on
those financial statements.
[Same second paragraph as the standard report]

.26

The following is an example of a successor accountant's review report when
the predecessor accountant's
report is not presented and the successor
accountant
is satisfied about the appropriateness
of the
restatement
adjustments):11
I (we) have reviewed the accompanying balance sheet of XYZ Company as of
December 31, 20X2, and the related statements of income, retained earnings, and
cash flows for the year then ended in accordance with Statements on Standards for
Accounting and Review Services issued by the American Institute of Certified
Public Accountants. I (we) also reviewed the adjustments) [described in Note X,
if applicable] that were applied to restate the 20X1 financial statements. All
information included in these financial statements is the representation of the
management (owners) of XYZ Company. The financial statements of XYZ
Company as of December 31, 20X1 before the adjustments) described in Note X
that were applied to restate the 20X1 financial statements, were reviewed by other
accountants whose report dated March 31, 20X2, stated that they were not aware
of any material modifications that should be made to those financial statements in
order for them to be in conformity with generally accepted accounting principles.
[Same second and third paragraphs as the standard report]

10
In the situation where management elects to omit substantially all disclosures, the accountant
should follow the guidance in SSARS No. 1 (AR sec. 100.16-.18).
11
The accountant should follow the performance requirements in SSARS No. 1 (AR sec. 100.24-.33).

Subsequent paragraphs and footnotes are to be renumbered.
This amendment, if issued, would be effective for engagements entered into after
December 15, 2005. Early application is permitted.

Statements on Standards for Accounting and Review Services do not provide
guidance on when an accountant should obtain an updating representation letter
from management. This amendment will revise SSARS No. 1 to provide such
guidance, by adding a paragraph in the section titled "Review of Financial
Statements." (Note: The new paragraph is numbered .34 due to the addition of
new paragraphs .06, .07, and .08 previously in this Omnibus.) New language is
shown in boldface italics.
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.34

There are circumstances in which an accountant should consider obtaining an
updating representation letter from management (for example, the accountant
obtains a management representation letter after completion of inquiry and
analytical review procedures but does not issue his or her review report for a
significant period of time thereafter, or a material subsequent event occurs after
the completion of inquiry and analytical review procedures, including obtaining
the original management representation letter, but before the issuance of the
report on the reviewed financial statements). In addition, if a predecessor
accountant is requested by a former client to reissue his or her report on the
financial statements of a prior period, and those financial statements are to be
presented on a comparative basis with reviewed financial statements of a
subsequent period, the predecessor accountant should obtain an updating
representation letter from the management of the former client.12 The updating
management representation letter should state (a) whether any information has
come to management's attention that would cause management to believe that
any of the previous representations should be modified and (b) whether any
events have occurred subsequent to the balance-sheet date of the latest financial
statements reported on by the accountant that would require adjustment to or
disclosure in those financial statements.13

12

See SSARS No. 2, Reporting on Comparative Financial Statements (AR sec. 200.20-.24).
An illustrative updating management representation letter is contained in Appendix G,
"Review of Financial Statements - Illustrative Updating Management Representation
Letter"[paragraph .67].
13

***

.67
APPENDIX G
Review of Financial Statements - Illustrative Updating Management Representation
Letter
The following letter is presented for illustrative purposes only. It may be used in the
circumstances described in paragraph .34 of this section. Management need not repeat
all of the representations made in the previous representation letter.
If matters exist that should be disclosed to the accountant, they should be indicated by
listing them following the representation. For example, if an event subsequent to the
date of the accountant's review report is disclosed in the financial statements, the final
paragraph could be modified as follows: "To the best of our knowledge and belief,
except as discussed in Note X to the financial statements, no events have occurred..."l
[Date]
To [Accountant]
In connection with your review(s) of the [identification of financial statements] of
[name of entity] as of [dates] and for the [periods of review] for the purpose of
expressing limited assurance that there are no material modifications that should be
10

made to the statements for them to be in conformity with generally accepted accounting
principles, you were previously provided with a representation letter under date of
[date of previous representation letter]. No information has come to our attention
that would cause us to believe that any of those previous representations should be
modified.
To the best of our knowledge and belief, no events have occurred subsequent to [date
of latest balance sheet reported on by the accountant or date of previous
representation letter] and through the date of this letter that would require adjustment
to or disclosure in the aforementioned financial statements.

[Name of Owner or Chief Executive
Officer and Title]
[Name of Chief Financial Officer
and Title, where

applicable]

1

The accountant has two methods available for dating the report when a subsequent event requiring
disclosure occurs after the completion of the review but before issuance of the report on the related
financial statements. The accountant may use "dual dating," for example, "February 16, 20XX, except for
Note Y, as to which the date is March 1, 20XX," or may date the report as of the later date. In such
circumstances, the accountant may wish to consider the guidance in Statement on Auditing Standards No.
1, Codification of Auditing Standards and Procedures (AICPA, Professional Standards, vol. 1, AU sec.
530, "Dating of the Independent Auditor's Report"), as amended.

Subsequent paragraphs and footnotes are to be renumbered.
6.

This amendment, if issued, would be effective for engagements entered into after
December 15, 2005. Early application is permitted.
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